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Honhorable 0. P, Lockhart, Chsirman
Board of Insurance Commlssioners
Austin, Texas

Dear Sir: Oplnion No. 0-5255 o
Re: Departmental practice with re-
gard to valuation clzuses in
life insurence policies sSubmitt-
ed to the Board of Insurance
Commissioners.

Your letter requesting the opinion of this department
on questions stated therein 1s as follows:

"1, Texas Companies

"Article 4732, Section 7 requires that every
policy providing non-forfeiture benefits miist con-
tain a8 clause stating the mortality table &nd the
interest rate used Iin computing the legal reserves
for the policy. Article 4682, Section 3 and Arti-
cle 4688 provide that the Commis¥ioner or his rep-
resentative must compute the legal reserve value
of all policles at the end of each year. In order
to comply wlth thls Tequirement, it Is also nec-
essary that the valuatlon clause of any 1lnsurance
policy, whether it contains non-forfeiture values
or not, state the method of valuation to be em-
ployed (1.e., the full net level method of valua-
tion, the full preliminary term method, the
modifled preliminary term method, etc;f.' In the
abgsence of any statement to the contrary, it will
be assumed that the full net level basis is the
method of valuation intended,

"Although Article 4732, Section 7 specifies’
no particular mortallity table to be used, Article
4688, Section 2 by implicatlon requires that the
reserve 1l1ability malintained on account of any
policy shall not be less than the reserve computed
on the basis of the American Experlence Table of
Mortality with the interest rate specified in the
policy 1if such interest rate is less than four
per cent. A further implication that has been
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and is generally accepted by all Texas companies
end by Departmental practice 1s that the non-for-
feiture velues provided in any polley shall not
be less than the non-forfeiture values conputed
on the basis of the American Experlence Table of
Mortallty and the rate of Interest specified 1n
the policy when such rate is less than four per
cent. Hence, there would be no polnt in any Texas
company inserting & valuation clause in any of 1ts
policles which would speclfy a mortallty table that
would result in lower reserves than the correspond-
ing American Experlence reserves, even though such
practice might not be specifically prohiblted by
law.

"II. Foreign Companies Doing Business in Texas

"Although the Articles mentioned above as ap-
plying to Texas compahles are worded in such man-
ner as to indicate that they alsc apply to foreign
companies doing business in Texas, thelr applica-
tion to forelgn compenies is complicated by the
provisions of Article 4682, Sectlons 3, 4 and 5
and by Article 4734, 1In studylhg the application
of Article 4682, Sections 3, 4 and 5 and Article
4734 to this situation, it 1s well to bear in mind
two different points of view with regard to the
valuation of insurance pollcles. First, there is
the aggregate point of view, from which the sum
totdl of the smounts of legal reserve malntained
on account of each policy in force constitutes the
insurance company's current llabllity on account
of 1ts insurance in force. This point of view 1s
important to the Company in that 1t measures the
amount of securitles it must hold in order to be
able to meet i1ts obligations as they become due on
its outstanding insurance policies. Thls point of
view 1s important to the policyholder in that the
amoiint of legal reserve teld by the company measures
to & certain extent the abllity of the company to
meet its obligations under his polley.

"The second point of view 1s the individual
polnt of view, and i1s concerned chiefly with the
determination of non-forfeiture beneflts such as
¢ash and loan values, pald up insurance values,
and extended insurance values. Thls point of view
is important to the company 1in that it determines
many of the benefits to be granted policyholders,
and is important to the policy owner in that 1t
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determines the extent of many of the beneflts and
privileges he 1s to receive.

"We desire your opinion upon the followihg
points: (a) does Article 4682, Section 5 permit
the Commissioner to accept for flling under Arti-
cle 4749 1ife insurance policles igssued by forelgn
compahies doing busliness In thls State which con-
tain a valuatlion clatise less 1iberal to the in-
sured and more liberal to the company than that
required of Texas companles, or does such Artlicle -
merely allow the Commissioner to accept the state-
ment of the commissioner of another State showing
the amount of reserves calculated and sfating that
such reserves have been calculated In accordance
with the Texas Statutes, and (b) does Article 4734
require the Commissioner to accept for filing in-" -
surance policles lssued by forelgn companies opera-
ting in Texas containing a valuatlion clause spe-
cifying a valuation basis less liberal to the in-
sured and more liberal to the company than that -
required of Texas companles when such foreign com-
panies' home State has a law requiring the use of
such valuation clause by all companles organized
under the provisions of its law, and what 1s the
stituation when such other State has & law similar
to Article 473427

Article 4732, Vernon's Annotated Civil Statutes, reads
in part as follows:

"No policy of 1life insurance shall be 1lssued
or delivered In this State, or be issued by a life
insurance company organized under the laws of this
State, unless the same shall contaln provislons
substantially as follows:

1]

o L] » L4 Ld

"7, A provision which, in event of ‘default
in premium payments, after premlums shall have
been paid for three full 'years, shall secure to -
the owner of the policy & stipulated form of in-
surance, the net value of which shall be at least
equal to the reserve at the date of default on
the policy, and on any dividend additions there-
to, specifying the mortality table and rate of
interest adopted Tor computing such reserve, less
a sum not more than two and one-half per cent of the
amount insured by the policy and of any existing
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dividend additions thereto, and less any existing
indebtedness to the company on the pollcy. Such
provision shall stipulate that the policy may be
surrendered to the company at 1ts home office
within one month from date of default for a spe-
clfied cash value at least equal to the sum which
would otherwise be avallable for the purchase of
insurance, as aforessald, and may stipulate that
the company may defer payment for not more thehn
six months after the spplication theresfor 1s made.
This provision shall not be required In term in-
surances.

"8, A table showing in figures the loan
values, and the options available under the poli-
cies each year, upon default in premium payments
during the first twenty years of the polky or
the perlod during which premiums are payable, be-
ginning with the year in which such values and
options become available.

g, That if, in event of default in premium
payments, the value of the policy shall be applled
to the purchase of other Iinsurances; and 1f such 1n-
surance shall be 1n force and the original polley
shall have not been surrendered to the company
eand canceled, the policy may be relnstated within -
three years from such default upon evidence of in-
surability satisfactory to the company and pay-
ments of arrears of premiums with Interest.

L 4

L L L] L] -

B Article 4734, Vernon's Annotated Civil Statutes, reads
as follows:

"Phe policies of a 1life insurance company
not organized under the laws of thls 3tate may
contain any provision which the law of the State,
territory, districtor county under which the
company is organized, prescribes shall be in such
policies when 1lssued in this State; and the poll-
cles of a life insurance company organized under
the laws of this State may, when issued or delliver-
ed-in any other State, territory, dlstrict or coun-
ty, contain any provision required by the laws of
the State, territory, district or county ln which
the same are 1ssued, ahything in this chapter to
the contrary notwithstanding.”
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Article 4749, Vernon's Annotated Civil Statutes, pro-
vides:

"I1fe insurance companies shall, within five
days after the issuence of, and the placing upon
the market, any form of policies of 1life insur-
ance, file a copy of such form of policy with the
Insurance Department.’

Article 4682, Vernon's Annotated Civil Statutes, pro-
vides in part:

"In addition to the other duties required
of the Commlissloner, he shall perform duties as
fellows:

"

L] . ® L o

"3, Caleculate net value of policies. -- He
shall, as soon as practicable in each year, cal-
culate or cause to be caleulated 1in his office by
an officer or employe of his department, the net
value on the thirty-first day of December of the
previous year of all the policies in force on that
day in each 1life or health insurance company doing
business in the State, upon the basls and 1in the
manner prescrived by law.

Y., Bee that net value of policies are on
hand. -- Having determined the net value of all poll-
cies in force, he shall see that the company has in
safe securities of the class and character requlred
by the laws of this State the &mount of sald net
value of all 1ts policles, after all 1ts debts
and claims agsainst 1t and at least one hundred
thousand dollars of surplus to policey holders
have been provided for.

"5, May sccept valuation of other States. --
He may accept the valuation made by the insurance
commissioner of the State under whose authority
a 1ife insurance company was orgaenized, when such
valuation has been properly made on sound and
recognized principles, as a legal basls as above.
The company shall furnish to him a certificate of
the insurance commisslioner of such States, set-
ting forth the value calculated on the data desig-
nated above of all the policies In force in the
company on the previous thirty-first day of Decem-
ber, and stating that, after all other debts of
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the company and claims against it at that time,
and one hundred thousand dollars surplus to policy
holders, were provided for, the company had, in
safe securities of the character required by the
laws of this State, an amount equal to the net
value of all 1ts policles in force, and that said
ggmpany 18 entitled to do business in 1ts own

ate,

1 "

L] . L] L] *

Generally speaking, 1t 1s stated in American Jurlspru-
dence, Volume 29, pege 67:

"Modern statutes require irisurers to main-
tain reserves to assure the payment of losses
covered by thelr policles and the return of un-
earned premiums. The term 'reserve' or 'reserves'
in the law of insurance means in general a sum of
money variously computed or estimated, which, with
sceretions from interest, 1s set aside, 'reserved,’
as & fund wilth which to mature or liquldate, elther
by payment or reinsurance with other companies,
future unaccrued and contingent claims, and claims
accrued but contingent and indefinite as to amount
or time of payment. ©Such term has & distinctive
meaning in reaspect of 1ife insurance maintained on
the level-premium basis. In such situation, the
amount of the premlum is necessarily greater than
the mortality cost during the early years of the
ihsurance and less than the mortality cost 1In
later years. With the mortality table and an
assumed rate of interest on the investment of
premiums received, the amount of the accumulated
savings on thls basis, at any date, can be mathe-
matically computed. This amount constitutes the
'reserve’ against the pollcy or its net value.
The insurer mst have on hand the aggregate
amount of these reserves agalnst its outstand-
ing policles. The reserve agalnst a 1life insur-
ance pollecy constlitutes the source of 1ts non-
forfeiture value upon a lapse in payment of
premiums.”

Articlé.4688, Vernon's Annotated Civil Statutes, pro-
vides:

"Phe Commissioner, as soon as practicable
in each year, shall compute the reserve llabllity
on the thirty-first day of December of the pre-
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ceding year of every company organized under the
laws of thilis 3tate, or authorized to transact
business in thls State, which has outstanding
policies of insurance on the lives of citlzens
of this State in accordance with the following
rules:

"1. The net value on the first day of Dec-
ember of the preceding year of all outstanding
policies of life Insurance in the company issued
prior to the flrst day of Jenuary, 1910, shall
be computed according to the terms of said poli-
cies on the basis of the American Experience Tahle
of Mortallty, and four and one-half per cent 1nw
terest per anmum.

2. The net value on the last day of Decem-
ber, of the preceding year, of all policles of
1ife Insurance issued after the thirty-first day
of December, 1909, upon the basis of the Actuary's
or Combined Experience Table of Mortallity, with
four per cent interest per annum. The policl es
of any such life insurance company thereafter
issued upon the reserve basls of an interest rate.
lower than four per cent shall be computed upon
the basis of the American Experience Table of
Mortality with interest at such lower rate per
annum.

"3. In every case in which the actual pre-
mium charged for an insurance 1s less than the
net premium for such insurance computed accord-
ing toits respective tables of mortality and rate
of interest aforesaid, the company shall also be
charged with the value of annulty, the amount of
which shell equal the difference between the pre-
mium charged and that required by the rules above
stated, and the term of which In years shall
equal the number of future annual payments due
on the Iinsurance at the date of the valuation

We have been unable to find any case where the appellate
courts of this 3tate or any other Jjurlsdlectlon have passed up-
on the questlions presented in your inquiry.

It will be noted that under Article 4734, Vernon's
Annotated Civil Statutes, that the policles of foreign life
insurance companles may contaln any provisions whilch the law
of the State, territory, district or county under which the
company 1s organized prescribes, when such policles are lssued
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In this State notwithstanding any contrary provision contained
"in Chapter 3, Title 78, Vernon's Annotated Civil Statutes.
Paragraph 5 of Article 4682, Vernon's Annctated Civil Stat-
utes, provides in effect that the Board of Insurance Commis-
sioners of this State may accept the valuatlion made by the
Insurance Commissioner of the State under whose asuthority the
life insurance company Wwas organlized, when such valuation

has been properly made on sound and recognized principles.
The foreign company 1s required to furnish the Board of In-
surance Commissioners a certificate of the Insurance Commis-
sloner of such state. setting forth the value caleculated on
the data designated of all the policles in force in the com-
pany on the previous thirty-first day of December, and stat-
Ing that, after all other debts of the company and claims '
against 1t at the time, and one hundred thousand dollars sur-
plus to pollcy holders, were provided for and the company had
in safe securities of the character required by the laws of
this Btate, the amount equal to the net value of all its
policles In force, and that such company is entitled to do
business in its own state.

Considering the foregolng statutes together it 1s our
opinion that Sectlon 5§ of Article 4682, Vernon's Annotated
Civll Statutes, authorizes the Board of Insurance Commission-
ers of this Stdte to accept for filing under Article 4749,
Vernon's Annotated Civil Statutes, 1life insurance policles
issued by forelgn companies doing business in this State Which
contalin the valuation clause less liberal to the insured and
more liberal to the company than that required of Texas com-
panles, provided, of course, the provisions of Bection 5 are
complled with.

" It is our further opinion that Article 4734, Vernon's
Annotated Civil Statutes, in connection with what hdas hereto-
fore been sald In answer to your first question, requires the
Board of Insurance Commissloners to accept for filing life in-
surance pollcles lssued by a foreign company operating in Texas
containing g valuation clause specifying & valuation basis. less
Iiberal to the insured and more liberal to the company than re-
quired to Texas companles when such forelgn company's home
state has & law requiring the use of such valuation clause by
all companies organized under the provisions of 1ts laws.

You also aasked:

"What 18 the situation when such other state
has .a law similar to Article 3734%"

With reference to this guestion, 1t ls our opinion that although
other states may have laws similar to Article 3734, 1t would not
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affect our ansvers to the foregoing questions, Insofar as val-
uation pollicies of foreign life insurance companies doing
business) in thls State is concerned.

Yours very truly

ATTORNEY GENERAL OF TEXAS

By s/Ardell Williams
Ardell Williams
Assistant

AW:db :we

APPROVED MAY 18, 1943
s/Grover Sellers
FIRST ASSISTANT
ATTORNEY GENERAL

Approved Opinion Committee By s/BWB Chairman



